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OUR BUSINESS OUTLOOK. 

BY SCRUTATOR. 

Conflict between prosperity and the money system of the 
United States this year assumes a greater interest in the public 
mind, so extraordinary is the degree and universal the scope of 
our prosperity and so apparent are the defects of our money 
machinery. While the demands of internal trade are greater than 
ever before in our financial history, and while the volume of 
foreign commerce exceeds that of any previous period, we are 
called upon to move the most bounteous crops of grain ever har- 
vested. 

The country is confronted at this season every year with the 
same problem of moving the crops, causing for a few months a 
great demand for currency which gradually returns to those 
channels of trade from which it was withdrawn. At a time of 
merely normal activity of general business the strain, manifestly, 
is less acute, but in times like the present extraordinary measures 
are required by unusual conditions. 

For many months there has been apprehension that a situation 
might arise which would seriously affect the business prosperity 
of the country unless the Secretary of the Treasury provided such 
measures of relief as he proffered some time ago, in order tem- 
porarily to meet the condition. For months the Treasury has 
been absorbing large amounts of money, thus diminishing, at a 
time when it is most needed, the volume of cash available for 
credits. At the beginning of September, the Sub-Treasury cash 
holdings amounted to $346,664,238, or $42,894,706 more than on 
the same day last year, and this has been accumulated at the ex- 
pense of bank reserves, and serves no other purpose than to empha- 
size the solvency of the Government. The available cash balance 
in the Treasury, moreover, increased from $200,686,875 to $216,- 
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378,000 in the third week of September, and that at a time when 
money in New York was lending on call at 25 to 30 per cent., 
and time loans were quoted as high as 8 per cent. 

To solve the difficulties of a situation analogous to that pre- 
sented by the existing financial problem, the Supreme Court, in 
the early days of our history, discovered implied powers in the 
Constitution, and elasticity of constitutional interpretation has 
carried the ship of state through many storms. It is not incon- 
ceivable that the implied powers of that greatest of financial dic- 
tators, the Secretary of the Treasury, may be of like service in 
the business affairs of the nation. 

Appreciating the inevitable effect on general trade of severe 
stringency in money, Secretary Shaw has deposited a small por- 
tion of available Treasury funds in various Government deposito- 
ries, and announced that after September 10th he would advance 
Government money against engagements of gold, such advance to 
be secured by bonds in which savings-banks in New York and 
Massachusetts may legally invest at ninety per cent, of their 
value. This expedient may and, in the belief of many of the 
highest authorities on money-markets, will bridge over the crop- 
moving period. 

This announcement by Secretary Shaw was followed by a rather 
remarkable letter, declaring that these deposits of Government 
funds were made " in aid of legitimate business, as distinguished 
from speculation, whatever its nature." What it was that prompt- 
ed this declaration, and what it means, has engaged the specula- 
tion of bankers, as well perhaps as voters. Of necessity, the value 
of money is determined by the profit at which it can be employed. 
And where is the line to be drawn between " speculation " and 
" legitimate business," when almost every business is to a greater 
or less extent speculative? This letter illustrates one of the most 
dangerous possibilities of investing an individual with such power 
as the Secretary of the Treasury wields. One naturally infers 
that the letter was prompted by a desire to anticipate and disarm 
the criticism which always follows any act interpreted as favor- 
able to Wall Street. There is a deep-seated hatred of Wall Street 
in certain thickly populated sections of the country, where votes 
count for more than they do in New York. This prejudice is a 
thing to be reckoned with by any Secretary of the Treasury who 
has an ambition to sit at the head of the Cabinet table. Politics 
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and business do not mix. Consider the possibility of a politician's 
pandering to what he conceives to be a popular demand to strangle 
"the demon of Wall Street," and in such a state of business 
affairs as exists at present not only refusing Treasury relief, but 
even going to the extent of withdrawing from the banks whatever 
Government money they held. The result would be far more 
disastrous to " legitimate business " than to the Stock Exchange, 
for the former absolutely depends for its existence on banking 
accommodation, while the latter has a very rapid way of accom- 
modating itself to circumstances. 

It may be said that in its economic history the United States 
is now in a state of readjustment or transition. No country has 
ever been called upon to finance such rapid growth of population 
or such tremendous progress in its material industries as we have 
seen here in the last twenty years. Every immigrant has his eco- 
nomic value in a land of such marvellous possibilities of develop- 
ment, and this value is each year added in enormous quantity 
to the wealth of the nation. In the last two years considerably 
more than two million people have come into the country from 
other parts of the world, the majority of whom have gone to the 
sparsely settled sections, increasing the productivity of the soil 
and engaging in the work of railway and other construction. It 
is a notable fact that nearly seventy-five per cent, of the annual 
increase in population has been represented by immigration in 
each of the last two years, while in 1890 immigration accounted 
for only thirty-four per cent., and in 1895 only twenty-one and 
one-half per cent, of such increase. How well the growth in 
population has been financed is indicated by the fact that the 
per capita circulation at the end of 1905 was $34.68, with a 
population of 83,143,000. This is the largest per capita circula- 
tion recorded, — $9.08 more than in 1896, or an increase of nearly 
thirty-six per cent, in ten years. The exact proportion of this 
increment of wealth which is attributable to the productive force 
of immigration it is impossible to state. Another phase of the 
question presents itself in the steady diminution of native-born 
Americans in the laboring classes, and in the necessity of finding 
others to take their places in so rapidly developing a country. 
A high tide of immigration is one of the best indices of a high 
state of prosperity and profitable employment of labor, and the 
statistics of immigration afford an excellent proof of this fact, 
yoi. c&xxxiji.— - no. 600, 41 
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To go further into the matter of economic transition, it is well 
to deal at some length with the subject of our foreign commerce. 
The total value of exports of merchandise in 1890 was $857,- 
828,684 and of imports $789,310,409 — the total volume of foreign 
trade being $1,647,139,093. In the fiscal year which ended with 
June, 1906, the total volume of trade was $2,970,127,000. Of 
this sum, $1,518,561,000 was the value of exports. In the last 
ten years we have exported over $4,900,000,000 more than we 
have imported; and by this sum, exclusive of any deduction on 
account of our debts to foreign countries, we have gained in credit. 
That the debtor balance of the United States has been reduced to 
a sum smaller than, perhaps, at any time within twenty years is 
undoubtedly a fact. The most significant development of the 
foreign trade is the growth of exports of manufactures and the 
constantly diminishing importance of our agricultural shipments. 
How far we used to be dependent on agricultural exports is shown 
by the fact that in 1880 over eighty- three per cent, of all exports 
were agricultural and less than thirteen per cent, products of 
manufacture; while in 1905 over thirty-six per cent, of all ex- 
ports were products of manufacture and fifty-five per cent, agri- 
cultural products. This tendency has been practically uninter- 
rupted since 1890, and still continues at a rate even more rapid 
than in previous years. 

This diversification of our exports gives a greater stability to 
our foreign trade, and in a very large measure insures us against 
those waves of industrial depression which have been so frequent 
in the past. We were then dependent almost entirely upon our 
domestic markets, and crop failures, and other adversities peculiar- 
ly our own, resulted in general depression along all lines. With 
foreign markets increasing, to be taken advantage of in greater 
measure in times of decline in internal business, not only is the 
employment of labor in manufacturing industries rendered more 
stable, but our lines of transportation are guaranteed greater 
regularity of traffic. The export of manufactures has also been 
encouraged by vast consolidations of industrial enterprises, which 
lessen the cost of maintaining foreign agencies in propor- 
tion to the sales, and provide ample capital for exploitation which 
the smaller manufacturer lacked. With wise establishment of 
large plants at points offering the greatest economic advantages, 
with coal and iron in close proximity, and with perhaps the most 
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efficient agencies of transportation in the world, the energies of 
our great industrial corporations in the last five years have been 
directed toward the acquisition of world-wide markets. The 
measure of success that has attended this endeavor finds some ex- 
pression in the figures of our foreign trade. 

The experience of 1893 taught a lesson from which the entire 
country has profited. Competitive railroad-building, not to serve 
some section with needed transportation facilities, but to furnish 
a financial adventurer with a basis for the issue of stocks and 
bonds, or some brigand of the street an opportunity to " hold up " 
another railroad, resulted in bankruptcy when hard times came. 
Euinous rate wars marked the struggle for existence, and very 
few of the roads had been built or maintained so as to be able 
to withstand a period of depression, with no surplus income for 
repairs, and with a bonded debt the annual charge on which 
amounted to fifty and in some cases to nearly seventy-five per 
cent, of the gross earnings. 

Eeceivership succeeded receivership; and, while in the process 
of reorganization, practically all surplus earnings were expended 
in placing these roads in a much higher state of physical efficiency 
than ever before. By vast sums of money provided by assessments 
on stocks, lines were practically rebuilt and newly equipped; bonds 
were scaled and interest rates reduced. The era of reorganization 
was followed by a period of ultra-conservative management. The 
errors of the past were to be avoided. All surplus over fixed 
charges went back into properties. There was what might be 
called a mania to establish credit. This applies particularly to 
the roads now known as the Harriman lines. The prosperity of 
the country resulted in extraordinary increases in traffic. By the 
use of heavier locomotives and larger cars the train-load was in- 
creased. Heavy bridges and heavy rails were laid and the effort 
along traffic lines was to reduce the ratio of operating expenses, 
even as Mr. Hill had done with the Great Northern. Increased 
density of traffic was the rule each year. 

To guard against possible recurrence of disastrous competition, 
the " community-of-interest " idea spread. Stocks of newly re- 
organized roads were selling at low prices, and the control of 
some important system represented the investment of a few mill- 
ion dollars for which maintenance of fair rates would soon com- 
pensate. The rule of the day was consolidation, with the forma- 
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tion of the Northern Securities Company, the most original and 
boldest experiment. The Great Northern Railway acquired con- 
trol of the Northern Pacific, or rather the control of both proper- 
ties was in the same hands, and these two corporations jointly 
purchased practically all of the stock of the Burlington. During 
the period of the Northern Securities litigation the tendency 
toward consolidation continued. Such great trunk lines as the 
New York Central not only increased holdings in subsidiary 
lines, but invested largely in stock of the Hocking Valley, 
Chesapeake and Ohio, Norfolk and Western and Eeading, for 
the purpose of obtaining a voice in the direction of these com- 
panies. The Pennsylvania participated in many of these pur- 
chases. In the southwest, the Bock Island, Chicago and Eastern 
Illinois, the St. Louis and San Francisco and the Choctaw, Okla- 
homa and Gulf came under one head. The Southern Eailway 
brought under its control over seven thousand miles of road ; and, 
by the acquirement of the Louisville and Nashville by the Atlantic 
Coast Line, another great Southern system of nearly ten thousand 
miles was formed. 

The Union Pacific bought control of the Southern Pacific, and 
the dominating voice of that great railroad is, beyond peradven- 
ture, the ruling spirit of the Atchison. In this great movement, 
the central idea was the maintenance of fair rates and the preven- 
tion of competitive construction. The zones of each railroad have 
been well marked out and neutral territory has been a subject of 
compromise. The result of all this has been increase of the ca- 
pacity of established lines and wonderful development of efficiency 
in serving the territory through which the system runs. By 
steady reduction in the cost of operation, any tendency toward 
decrease in rates would perhaps not be seriously felt by any of the 
great systems. The rate bill passed by the last Congress promises 
to guarantee the railroads against many abuses, and to eliminate 
the rebate which, while palpably an evil to the shipper, was a 
leech on the transportation companies. Already it appears that 
a large increase in revenue must accrue to these companies as a 
result of the passage of this law. 

The report of the Interstate Commerce Commission shows that 
in 1899, out of a total of $4,250,000,000 of stocks of railroad cor- 
porations, $847,740,399 was owned by other railroads; and in 
1904, out of total stocks of $6,339,899,329, other railroads owned 
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approximately $2,000,000,000. Thus in 1899 barely one-fifth of 
the railroad stocks were owned by other railroads, whereas in 1904 
one-third of all the shares were held by other railroad companies. 

The extent of this community of interest is perhaps better s<;t 
forth in a plain statement of mileage control. Seven separate 
interests, but all operating in apparent harmony, direct 139,000 
miles of road out of a total mileage in the United States of slightly 
over 212,000. This is the surest pledge against a recurrence of 
the disastrous strife for business which occurred in the early 
nineties. 

After expenditure of surplus earnings in improvements and 
betterments for many years, we have now come to the point where 
stockholders receive their due. It is with a railway as with a bank, 
profits reinvested yield twofold. Certain outlays in improve- 
ments are non-recurring. Once a road is ballasted, its wooden 
bridges replaced by steel and stone, its light rails with heavy 
rails, there is no necessity for other than a moderate allowance 
for operating expenses to keep the railway and equipment in a 
high state of efficiency. Appropriations of millions, in addition to 
heavy allowances in operating expenses, are no longer needful; 
and, provided with a liberal surplus, a railway corporation can 
begin to pay an increasing proportion of its net earnings to its 
stockholders. Considerable criticism has been aimed against the 
directors of the Union Pacific Eailroad for an increase in the 
dividend rate on the common stock from six to ten per cent. But 
here is a conspicuous example of the very fact in railroad devel- 
opment to which reference has just been made. It had long been 
a matter of common knowledge that the Union Pacific had ob- 
tained a very large profit through its ownership of Northern Se- 
curities stock; that ninety million dollars of Southern Pacific 
stock had been bought advantageously at about fifty dollars a 
share, and that Southern Pacific was earning nearly ten per cent, 
on its common shares. The Union Pacific had accumulated a sur- 
plus estimated at upward of one hundred million dollars, and its 
earnings from the operation of its lines amounted to about thirteen 
per cent., this being exclusive of any income from its investment 
in Southern Pacific and other securities. 

The first annual report issued by the Union Pacific Company 
eovered the fiscal year which ended on June 30th, 1899. In that 
term, three and one-half per cent, was paid on the preferred stock, 
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and this required forty per cent, of the net earnings after payment 
of all fixed charges. In the next year, the full dividend was paid 
on the preferred stock and three and one-half per cent, on the 
common, which demanded sixty-one per cent, of surplus earnings. 
In 1901, the company also paid sixty-one per cent, of its net 
earnings to stockholders; in 1902, fifty-six per cent.; in 1903, 
fifty-four per cent.; in 1904, fifty per cent., and in 1905, fifty 
per cent. In estimating the proportion of dividends to net earn- 
ings in 1906, it is necessary to add the income at five per cent, on 
the company's holdings of Southern Pacific and reasonable re- 
turn from other investments, which bring the net total to $38,- 
700,000. This indicates that, with a payment of ten per cent, on 
the common shares, only sixty-two per cent, of the surplus income 
will be paid out in dividends. 

The statistics of railways published by the Interstate Commerce 
Commission afford an interesting comparison of operations and 
results in 1890 and 1904, the last year covered to this date. Since 
1904, the increase in railway earnings has been so remarkable as 
to make the final results even more favorable. 

In 1890, the average amount of stock issued per mile of road 
was $28,194 and in 1904, $30,836, an increase of nine and one- 
third per cent. The average bond issue per mile in 1890 was 
$29,249 and in 1904, $33,429, an increase of fourteen and one- 
quarter per cent. Total capitalization increased from $60,340 to 
$64,256, or six and one-half per cent., and total net earnings per 
mile from $3,111 to $4,001, or twenty-eight and one-half per 
cent. Fixed charges showed an increase of nine and one-quarter 
per cent., and surplus earnings applicable to dividends increased 
from $651 per mile to $1,313 per mile, a gain of one hundred and 
sixteen per cent. 

With the certainty of bumper crops, with every phase of the 
commercial situation satisfactory and reasonable assurance of 
political calm, the outlook for the future is exceedingly bright. 

Scrutator. 



